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Annual Report 


Unican Security Systems Ltd. 


Unican Security Systems Ltd. is the holding company for a group of 
international corporations and operates through subsidiaries and affiliates in 
Canada, the United States, Italy and 15 other countries. 


Operating worldwide as the UNICAN Group, the Company employs more than 

4,000 people and manufactures and sells key blanks, key duplicating machines, 
mechanical pushbutton locks, electronic access control systems, safe and vault 
locks, and specialized hardware for a broad range of industries. 


The Company's products are sold in over 150 countries to customers that include 
original equipment manufacturers, locksmith suppliers, the automotive industry, 
governments, hotels, and hardware stores. 


Through internal growth, acquisitions and international expansion, sales have 
increased from $180,000 in 1967 to more than $475 million in 2000. 
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2000 11999 1998 1997, 1996 1995 1994 
Summary of Operations 
Net sales $ 476,280 $ 477,523 $ 400,362 $ 303,256 $ 240,068 $ 199,101 $ 169,976 
Gross margin 170,848 167,163 1397771 97,022 Femiel 66,416 54,944 
Selling and administrative 
expenses 98,335 96,758 84,682 62) 152 45,136 37,672 32,960 
Research and development 
expenses, net 9,605 8,507 9,073 5207, 3,037 2,820 Pays yey 4 
Financial, foreign exchange 
and other expenses, net 8,049 7,401 7,665 3,587 2,069 2,340 Gilie7,) 
Net earnings before 
reorganization expenses 32,185 30,430 22,750 5,255 17,807 14,360 13,696 
Net earnings 32,185 25,400 22,750 (53255 17,807 14,360 13,696 
Earnings per share before 
reorganization expenses 1:53 1.47 TELS 0.82 1.03 0.85 0.81 
Earnings per share 1.53 1E22 1.18 0.82 203 0.85 0.81 
Financial Position 
Working capital $ 106,774 $ 142,357 $ 154,987 $ 63,106 $ 86,080 $ 61,847 $ 54,586 
Property, plant and 
equipment 169,594 169,877 136,639 1195375 60,964 51,684 39,436 
Total assets 549,452 508,126 437,933 380,328 197,765 155,910 TeiAliss 
Long-term debt and 
long-term service leave 96,611 117,483 113,854 58,547 18,423 21,924 19,346 
% of total capitalization 25.3 30.8 33.] ZO 127, 19.4 20.0 
Shareholders’ equity 285,885 263,406 230,169 168,266 126,980 91,241 VIp999 
Return on equity (%) 11.7 10:3 1255 10.9 Zed 17.0 192 
Other Data 
Weighted average shares 
outstanding 21,020 205753 19,343 8,575 7p3t2 16,966 16,886 
Dividends paid See) S2ee eee LOOMED 1-930mes 1,803 $ 1,584 $ 1733153 A128 
Per share — Class A 0.115 0.095 0.085 0.085 0.080 0.070 0.060 
— Class B 0.138 0.114 0.102 0.102 0.096 0.084 0.072 
Additions to property, 
plant and equipment 24,547 223059 20,581 195931 12,690 VASEA/ 11,134 
Amortization 28,056 DS ES) PAO EL 13,614 Foz 7,848 {5525 


All share and per share amounts have been restated to reflect the two-for-one stock split on December 29, 1995. 
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Unican’s humble beginnings: founder Fish sold key blanks from bicycle 


DON MACDONALD 
The Gazette 


Unican Security Systems Ltd, the 
business dat Aaron Fish started more 


/ 


million insoles 

Unican ehiet executive Fish, whose 
entrepreneurial career Is he stuff of 
local legend, sale be decided to put the 
company on the block because of his 
failure 10 find a successor anil bis fear | 


of infighting arvong the 20 children of 
the company's ajar sharetyatders fn 
years tooo. 

“IE we're out of (he way, you car new owners, “We are not golng to pats 
Lnagine that thoy ne golggtobeat each — this company into @ stashand-tucn 
others’ throats,” Fish, who sill bed group of finmelal manipulators 
next week, sald Ina conference call to That's not the way it's going to go.” 
analysts. “Ipreferto see this company need, whoever succeedts bn buying, 
Jn the right hanes while I'm stilt the company will need Fish and three 
around and have something fo say other major shareholder on shite. Fish 
aboot > vis 1.5 rations Claws A niattipti vot 

Unicar isthe world’s dominant man: lng étiyres aud 700.000 Class B stiberath 
ulaeturor of key blanks, key-cutlng — natesoting strres 
machines and push-button locks, with, 
more (han 4,000 emplaywes. It is itso a 
teading supplice of electronie-access 
cantral products for hotels and attier 
businesses, as well as safe and vault 
hocks. 

Fish. a father of seven. sald he has 0 
responsitvility not only to Lnkean’s 
Atuireholders but als Co its employees trol of the conipaany: The most lihely soe 
and customers and has no intention of nario ix a friendly bidding contest 
worching the company dismantled by among three ar four feck maraifaetur 
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‘Stock analyst Christian Godin soiel a 
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dustry tet March, 
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custoniers Fish sakl inan interview 

“We do net Howe attty format offers 
from anyone,” he said, “There have 
been many cormpanies around to kick 
the tires ... but eusenthadly there are m0, 
written affers from aryore.” 

The paper seatth of those four rst 
Jor shareholders and other Untean 
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Chairman's Message 


To Our Customers, Employees, and Shareholders 


The Unican Group has experienced extraordinary growth since first going public in 1967. A tiny company 
with three employees and $180,000 in sales has grown — 34 years later — to 4,000 employees worldwide 
with sales approaching $550 million in fiscal 2001. Our product depth, global market position and 
universally known brands of Ilco, Mas-Hamilton, Silca and Unican are unique and priceless. 


The Unican Group is well structured to continue day-to-day business in a global environment where 
security at all levels is paramount. We have dedicated managers at each of our major manufacturing and 
distribution divisions. We have new products, ideas and our latest acquisitions, Lodging Technology and 
Mas-Hamilton Group. All of these have further increased our visibility and importance to the hospitality, 


government and banking sectors. 


Given our strategic importance to many customers and the responsibility | feel towards our thousands of 
employees, | have decided that the time has arrived for the Group to join a larger organization, one that 
will hopefully carry on the traditions which | have fostered in our people, enriched by those which came 
from the founders of the many companies that we have absorbed over the last 30 years. 


For the many shareholders who may have missed our News Release dated September 8, 2000, you have 


facing this page an exact reprint. 


This decision was not taken lightly but rather after much thought and with deep concern for the future 
well-being of the Unican Group. 

At the time of writing this letter, | cannot, with any certainty, identify a buyer. We will, however, 
endeavour to deliver the Company into the hands of a group that will meet the expectations of our 


customers, employees and shareholders. 


On a personal level, | have been part of the lock and key industry since the age of 11 (1943), when | 
installed my first night latch on a door on St. Urbain Street in Montreal, having been given the 
responsibility by my father, who was a locksmith at the time. 


At age 17, | started peddling key blanks in Montreal from a bicycle. | never dreamed that we would, 
today, be manufacturing over 4,000,000 key blanks each day. 


To lead is both an honor and a responsibility. However, to quote the late Alec Lester, one of our first 
Directors, “To lead, one must have five-year vision and a long needle”. To this, | add, “one must also have 
creativity and the ability to take advantage of opportunity as it presents itself”. 


A large number of individuals helped me, personally and the Company to achieve the level of success we 
enjoy today: 


Our Shareholders - many of you purchased your shares in 1967 when we first went public, and still hold 
these shares. | am indebted. You entrusted me with your money and | hope that you feel adequately 
compensated for your confidence and trust in Unican. 


Our customers worldwide - you have continued to be the lifeblood of the business. Without you, nothing 
happens. Your confidence in our Company as a loyal, long-term strategic supplier has enabled us to be 
what we are. | thank you and assure you that we will endeavour to turn Unican over to an organization 


that will, as they must, respect your needs and devote themselves to excellent service. 


Our thousands of employees - many of you have worked with me for over 25 years, and have brought your 
children and other family members to work at Unican alongside you. | will be forever grateful for your 
incredible trust and loyalty. 


To the many professionals - bankers, lawyers and accountants who have placed their trust in my ability 
and integrity, | say, “This Company would not have become what it is without your support.” 


Being a member of the Board of Directors of Unican is a “no frills” job — we have no corporate dining room 
and no exotic meeting locations. Many of you have been with me from the very beginning and have 
supported my vision even when the numbers made little sense. | have always recognized and appreciated 
your sincerity and wisdom. You have always been a great resource for the Company and its Shareholders. 


Sincere thanks to my family and many loyal friends - you have been a constant source of encouragement 
and support especially in the days when equity was thin and working capital non-existent. 


| have, by design, refrained from naming individuals, as it would have required a major expansion of the 
report. Unquestionably, as a result of the efforts of many people, Unican is what it is today: an enormous 
success and a leader in its industry, built on a solid foundation. 


We must all now look forward to continuing success. 


Respectfully submitted, 


(Vi hecatns 


Aaron M. Fish 
Chairman and Chief Executive Officer 


October 23, 2000 


Management's Discussion and Analysis 


Results of Operations 


The Company's sales, operating profit, and net earnings for fiscal 2000 were negatively 
impacted by fluctuating currencies, most notably the decline of the Euro versus the Canadian 
Dollar. Operationally, the electronics division in Canada continued to struggle, however, the 
turnaround is well underway. In addition, the consolidation of our Italian manufacturing 
operations took longer and cost more than originally anticipated. Throughout all this the 
Company continued its program of launching new products and enhancing the profitability of 
its existing businesses by reducing costs and increasing market penetration. The Company also 
continued to make strategic acquisitions in major market segments to expand its line of 
products and geographical scope. 


Sales for the year ended June 30, 2000 were $476.3 million compared to $477.5 million for 
the same period last year, a 0.3% decrease. Excluding the impact of currency fluctuations, sales 
increased by 5.6%. 


Gross margin for the year ended June 30, 2000 was $170.8 million, representing 35.9% of 
sales, compared to $167.1 million, representing 35% of sales, for the same period last year, a 
2.2% increase. Selling and administrative expenses amounted to $98.3 million or 20.6% of 
sales compared to $96.8 million or 20.3% of sales in the prior year. The Company continued 
its strong investment in research and development, these expenditures amounted to $9.6 
million in fiscal 2000 compared to $8.5 million in the prior year. The increase is represented 
entirely by Mas-Hamilton Group, Inc., acquired in March 2000, which spent $1.2 million on 
research and development in the current fiscal year. 


Sales by Product Line 
26.2% Access Control 


44.5% Keys & 
Key Machines 


5.6% Brass Cylinders 6.0% 


6.6% Contract Hardware 5.9% 


8.9% Safe & Vault Locks 


8.2% Other 7.5% 


Geographic Distribution of Sales 


6.3% Canada 


y 30.6% Europe 31.4% 


53.6% US 


9.5% Other 9.1% 


Earnings before interest, taxes, amortization and reorganization expenses (EBITDA) for the year 
ended June 30, 2000 amounted to $87.3 million or 18.3% of sales compared to $85.1 million 
or 17.8% of sales for the same period last year, an increase of 2.6%. 


Net earnings for the year ended June 30, 2000 were $32.2 million compared to $25.4 million 
for the same period last year. Excluding last year’s reorganization expenses of $5 million, net 
earnings increased by 5.9%. Excluding the impact of currency fluctuations and reorganization 
expenses, net earnings increased by 13.5% 


Earnings per share for the year ended June 30, 2000 were $1.53 compared to $1.22 for the 
same period last year. Excluding last year’s reorganization expenses of $0.24, earnings per 
share increased by 4.8%. Excluding the impact of currency fluctuations and reorganization 
expenses, earnings per share increased by 12.3%. 


Canadian Operations 


Sales of the Canadian operations, which 
consist mainly of electronic access 
control products and furniture hardware 
products, were $95.3 million for the year 
ended June 30, 2000 compared to $104.9 
million in the prior year, a decrease of 
9.2%. Excluding the impact of currency 
fluctuations, sales decreased by 5.6%. The 
Segment’s operating profit amounted to 
$2.3 million compared to $4.3 million for the 
same period last year. 


Sales and operating profit of the electronic 
access control division continued to 
underperform. The reduction in sales resulted 
primarily from a re-focussing of the division 
towards higher margin activities and abandoning 
lower margin sales. The electronics division also 

5 cea" SolitaireSMART™ 
underwent a process of internal restructuring in the This new system offers hoteliers the management 
current year, adversely affecting both sales and Hor mane ee mie oe 
profitability. The result was a net reduction in the 
workforce of more than 110 people. We are already beginning to see a turnaround in the 
performance of this division and anticipate that the positive impact of our efforts will be felt 
in fiscal 2001. 


The Company made an initial investment of approximately $2 million in Smart Card 
Technology in the current fiscal year. The Company is currently in the process of 
implementing its sales and marketing plan as well as testing the new equipment. The 
financial benefits of this investment are anticipated in early fiscal 2002. This investment 
solidifies our commitment of providing the most technologically advanced products to our 
customers. 


Our kiosk business in France, had another good year as demand for electronic check-in hotel 
systems remained strong. We also continued to see a strong showing from our die casting 
and furniture hardware operation in Montreal driven, once again, by the strong 
performance of the U.S. furniture market. 


During the current fiscal year the Government of Quebec 
(Canada) filed a “Reserve for Expropriation” on part of 
the facilities that contain the Company’s furniture 
hardware and die casting operations. This reserve 
prohibits any construction, improvement or additions to 
the facilities for a maximum duration of four years. There is 
no guarantee that the facilities will be expropriated and the 
eventual financial impact relating to 
this action cannot be determined at 
this time. We are presently consulting 
with our legal advisors and the Quebec 
tec Fe ee er agement government in order to arrive at a 


products are currently involved in projects with solution that satisfies both parties. 
Hydro—Québec, one of the largest electrical utilities in 


eee The acquisition of Lodging Technology 
Corporation (LTC), a manufacturer of infrared, sensor-based hotel energy 
conservation and occupancy based systems, in December 1999, complements 
our line of electronic access control products. LTC, whose products automatically 
cut back on electrical consumption when an area or room is unoccupied, is an 
important addition to this Segment as energy costs continue to rise. LTC is 
currently undertaking two important projects in the city of Montreal (Quebec) 
with the cooperation of Hydro—Québec, one of the largest electrical utilities in 


North America. 
Oracode™ 610 
. : P Our innovative programmable pushbutton elec 
The introduction of the Oracode 610 electronic pushbutton lock (iat ae ptee ee ge 
and the SolitaireSMART lock in the current year add to our existing P”Perty managers. Guests can book by e-m« 
telephone or over the internet, obtaining a u 


line of hospitality products. We continue to believe, however, that access code that is valid only during their stay. 
increased profitability will come mainly from the commercial 
market as opposed to the hospitality market. New commercial 
products such as the Solitaire LearnLok, launched in 1999, and the upcoming launch 
of the SolitairePROX lock will increase our share of the commercial security market. 


US Operations 

Sales of the US operations, consisting mainly of keys and key duplicating machines, 
mechanical pushbutton locks, safe locks, and replacement cylinders, grew to $218.7 
million for the year ended June 30, 2000 compared to $212.2 million in the prior year, 
an increase of 3.1%. Excluding the impact of currency fluctuations, sales increased by 
5.4%. The Segment’s operating profit grew by 8.2% from $44.1 million in the prior year 
to $47.7 million for the most recently completed year. Excluding the impact of currency 
fluctuations, operating profit increased by 10.5%. The key and key 

UNICAN® 3100 Series duplicating machine market was very soft in fiscal 2000, partly as a 


1is heavy-duty lock is equipped with our new low-profile result of excess inventory being held throughout the year by our 
ymbination chamber, slated to become the platform for : 
: largest customer. We continue, as always, to focus our efforts on 


1 entire new generation of pushbutton locks. 
becoming the preferred supplier to lock companies as well as 


locksmith supply distributors. 


Mechanical pushbutton lock sales, representing 28% of the Segment’s sales, had another strong 
showing in fiscal 2000. We launched several new products in the year which included the 8100 
Series Pushbutton Mortise lock and the 3100 Series Narrow Stile Pushbutton lock. Our strong 
performance coupled with the introduction of these new products ensures that Unican will 
continue to be a world leader in sales of mechanical access control products. 


Following the acquisition of Mas-Hamilton Group, Inc. 
effective March 29, 2000, the Company became the world 
leader in the development and manufacture of electronic 
self powered high security safe and vault locks for 
government and commercial applications. Mas-Hamilton’s 
Cencon product line includes the sole self-powered lock 
with special audit capability for automatic teller machines, 
one of the fastest growing areas in banking. This acquisition 
has been successfully integrated and is a positive contributor. 
The safe lock business also benefited from the signing of a 


: : : Mas-Hamilton Cencon® System 2000 
world wide supply agreement with Chubb Security systems in The best in its class, this dual-security access control is used 
April 2000. for the servicing of automatic teller machines. 


We are currently in the process of selling our holdings in Locksmith Publishing Corporation. 
It was determined that this division, which has served the Company well in the past, no longer 
fits the long-term strategy of the Company. 


European Operations 


Sales of the European operations were $134.5 million for the year 
ended June 30, 2000 compared to $140.7 million in the prior year, a 
decrease of 4.4%. Sales of keys and key duplicating machines 
represent approximately 73% of this Segment’s sales, while sales of 
safe and vault locks as well as balancers account for another 20%. The 
European operations distribute their products in the Middle East and 
Asia. They also distribute the Unican Group's full product range 
throughout Europe. The Segment’s operating profit amounted to 
$15.9 million for the year ended June 30, 2000 compared to $17.5 
million in the prior year, a reduction of 9.1%. 


\ The decline in the valuation of the Euro versus the Canadian Dollar 
had a significant impact on sales and operating profit of the European 
operations. Sales for the current year, excluding the effects of 
currency fluctuations, increased by 9.0% compared to the decrease of 

4.4% shown in the actual results of the current year. Operating profit 
ave dinate ta | PA for the current year, excluding the effects of currency fluctuations, 


by Silca to North American specifications and increased by 4.9% compared to the decrease of 9.1% shown in the 
marketed through the Ilco distribution network. 


Important synergies are realized. actual results of the current year. 


Fiscal 2000 was a year of restructuring for our Italian 
manufacturing operations as well as the establishment 
of our key-making capabilities in Hungary. These 
activities cost more and took longer to complete than 
originally anticipated. However, the benefits of our 
efforts will become apparent beginning in the second 
quarter of fiscal 2001. 


Silca/Orion Integration 


The safe lock business In Germany, which incurred 
one-time restructuring costs of $5 million in fiscal 
1999, has been successfully realigned and is now a 
positive contributor to both sales and profitability. As a 
result of this restructuring our German safe lock 


. 1. Move Iico Orion manufacturing to Silca and Elzett. 
business was able to secure orders of mechanical and 2. Move high volume key production to Elzett. 
3. Consolidate sales and marketing at Silca. 


oe 
reg eee 
aes, 
me 10 
aa ea : 


electro-mechanical prison locks for the largest maximum security 
institution in Hong Kong. In addition we are currently in the 
process of selling the assets of the Kromer Balancer Division, 
coinciding with our strategy of eliminating products that no 
longer fit the long-term strategy of the Company. 


The Relhor division, based in Switzerland, also showed continued 
growth in sales of mechanical safe and vault locks by securing large 
international orders from the Dutch Post Office for the Misal 3000. 
The Misal 3000 is an intelligent safe and vault door management 
system whose features include audit trail, vibration detection, 
temperature sensor, duress, and a wide variety of alarm options. 


International Operations 


Sales of the International operations grew to $27.8 million for the 


Detention Locks egies ; 
This electro-mechanical lock is now installed in year ended June 30, 2000 compared to $19.8 million in the prior 


Stanley Prison in Hong Kong, the region’s : ; ; 
: ae ay 3 year, an increase of 40.4%. This Segment includes the Company’s 


largest maximum security facility. 
manufacturing operations in Mexico as well as the distribution 


operations in Mexico, Brazil, Australia, New Zealand, China, and Singapore. The Segment’s 
operating profit amounted to $0.6 million for the year ended 

June 30, 2000 compared to $1.1 million in the prior year. In 

the current year we moved our Australian operations to 
larger premises, consolidated our Mexican operations, 
and opened an office in Hong Kong to service the _ 
needs of the Asian market as well as to seek alternative | 
sources of supply of components for the Company. 


Liquidity and Capital Resources 


The Company’s balance sheet remains strong. 
Working capital amounted to $106.8 million at 
June 30, 2000 compared to $142.4 million in the 
prior year. The current ratio amounted to 1.70:1 

at June 30, 2000 compared to 2.28:1 one year 
earlier. The reduction in working capital is 
mainly attributable to the use of cash on hand 

and short-term bank loans to finance the 
Company’s several acquisitions during the 


year. The Company also continued to 
improve the management of its accounts receivable and inventory levels. Inventory turnover 


deteriorated slightly to 2.3 for the year ended June 30, 2000 compared to 2.7 in the prior year. 
The days sales outstanding improved in fiscal 2000 to 73 days compared to 75 days one year 
earlier. Improving the collection period of receivables and reducing inventories remains a high 
priority for management in fiscal 2001. Cash flow from operations, after changes in non-cash 
operating elements of working capital, amounted to $52.5 million for the year ended June 30, 
2000 compared to $38.6 million in the prior year. Excluding the reorganization expenses of 
$5 million in the prior year, operating cash flow improved by 20.4% in fiscal 2000. Cash flow 
from operations, on a per share basis, amounted to $2.50 for the year ended June 30, 2000 
compared to $1.86 for the same period last year. Excluding last year’s reorganization expenses, 
cash flow per share increased by 19%. 


Ilco Unican Mexico 
Our new 104,787 sq.ft. factory in 
Mexico City opened in May 2000. 


“93 99* 00 98 99 00 


Cash Flow per Share Total Net Debt Additions to Property, 
*Before reorganization expenses to Shareholders’ Equity Plant and Equipment 
of $5 million in 1999 In millions of Cdn dollars 


The Company’s return on equity amounted to 11.7% for the year ended June 30, 2000 
compared to 10.3% in the prior year. Management is well on its way to achieving its target 
of 15% return on equity by fiscal 2003. The Company’s ratio of total net debt to shareholder’s 
equity amounted to 0.38:1 at June 30, 2000 compared to 0.48:1 in the prior year. The 
Company also issued 5,460 Class B subordinated voting shares for proceeds of $0.1 million to 
finance its acquisitions. 


The Company spent $24.5 million in additions to property, plant and equipment for the year 
ended June 30, 2000 compared to $22.1 million in the prior year. This is approximately equal 
to the Company’s amortization of property, plant, and equipment of $23.8 million. The 
majority of these investments were made to acquire or upgrade the Company’s manufacturing 
assets and its information technology equipment. The Company intends to continue to invest 
at a similar pace to improve product quality, productivity, and profitability. 


Risk Management 


The Company has financial exposure with regard to purchased commodities (principally zinc 
and copper) as well as currency and interest rates. The Company manages part of its financial 
exposure by using a variety of hedging instruments. These instruments are used solely for 
hedging purposes and are related to the Company’s specific exposures and they are not for 
speculative purposes. 


Management’s Responsibility 
for financial statements 


The accompanying consolidated financial statements of Unican Security Systems Ltd. and its 
subsidiary companies and all information in this annual report are the responsibility of 
management and have been approved by the Board of Directors. 


The consolidated financial statements have been prepared by management in accordance with 
Canadian generally accepted accounting principles. These statements include some amounts 
based on the best estimates and judgements of management and, in their opinion, fairly 
represent the Corporation’s financial position, results of operations and cash flows. 


The reliability of the financial information is determined from the Corporation’s accounting 
records and related systems of internal controls. The systems of internal controls include 
policies and procedures which are designed to provide reasonable assurance that the assets are 
safeguarded and reliable financial records are maintained. 


The Board of Directors carries out its responsibility for the financial statements in this annual 
report principally through its Audit Committee. The Audit Committee meets with 
management and the external auditors to review any significant accounting and audit matters 
and to discuss the results of the audit examinations. The Audit Committee also reviews the 
financial statements and the auditors’ report thereon and recommends their approval by the 
Board of Directors. 


The consolidated financial statements have been audited by the shareholders’ auditors Richter, 
Usher & Vineberg, and their report follows. 


Nelson Gentiletti Aaron M. Fish 
Senior Vice President, Chairman and 
Finance and Administration and Chief Executive Officer 


Chief Financial Officer 


Auditors’ Report 


To the Shareholders of 
Unican Security Systems Ltd. 


We have audited the consolidated balance sheets of Unican Security Systems Ltd. as at 
June 30, 2000 and June 30, 1999 and the consolidated statements of earnings, retained 
earnings and cash flows for each of the years then ended. These financial statements are the 
responsibility of the Company’s management. Our responsibility is to express an opinion on 
these financial statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. 
Those standards require that we plan and perform an audit to obtain reasonable assurance 
whether the financial statements are free of material misstatement. An audit includes 
examining, on a test basis, evidence supporting the amounts and disclosures in the financial 
statements. An audit also includes assessing the accounting principles used and significant 
estimates made by management, as well as evaluating the overall financial statement 
presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, 
the financial position of the Company as at June 30, 2000 and June 30, 1999 and the results 
of its operations and cash flows for each of the years then ended in accordance with Canadian 
generally accepted accounting principles. 


A a oe ee G ei 


Richter, Usher & Vineberg 
General Partnership 
Chartered Accountants 


Montreal, Quebec 
August 25, 2000 


Consolidated Balance t 2 P| 
As at June 30, 2000 ue : o : 
(Thousands of Canadian Dollars) — oe ae oe . unican 


2000 1999 
Assets 
Current 
Cash $ TTL, $ 19,079 
Accounts receivable 107,181 111,051 
Inventories (note 4) 141,294 119,868 
Prepaid expenses and deposits 2,616 3,848 
258,868 253,846 
Property, Plant and Equipment (note 5) 169,594 169,877 
Goodwill 107,173 74,215 
Other Assets (note 6) 13,817 10,188 
$ 549,452 $ 508,126 
Liabilities 
Current 
Bank indebtedness (note 7) $ 53,939 $ ons 
Accounts payable and accrued liabilities 77,276 V3, ZO 
Income taxes payable 2,588 5,241 
Current portion of long-term debt 18,291 16,879 
152,094 111,489 
Long-Term Debt (note 8) 89,715 110,084 
Long-Term Service Leave (note 9) 6,896 UL. DIIG 
Other Non-Current Liabilities 6,709 7,850 
Deferred Income Taxes 8,042 7,286 
Non-Controlling Interest 111 612 
263,567 244,720 
Contingencies (note 10) 
Shareholders’ Equity 
Capital Stock (note 11) 126,286 122,795 
Equity Component of Balance of 
Purchase Price Payable - 3,171 
Retained Earnings 164,597 135,194 
Currency Translation Adjustment (note 13) (4,998) 2,246 
285,885 263,406 
$ 549,452 $ 508,126 


See accompanying notes 


Approved on Behalf of the Board: 


DHnonrn LY 


Aaron M. Fish Peter M. Blaikie 
Director Director 


2000 1999 
Balance - Beginning of Year $ 135,194 $ 112,059 
Net earnings 32,185 25,400 
167,379 137,459 
Dividends 2,782 D6») 
Balance - End of Year $ 164,597 $ 135,194 
See accompanying notes 
Consolidated Statement of Earnings 
For the Year Ended June 30, 2000 
(Thousands of Canadian Dollars, except earnings per share) 
2000 1999 
Sales $ 476,280 $ 477,523 
Cost of Sales and Expenses 
except the following - 379,319 384,533 
Amortization of property, plant and equipment 23,822 21,885 
Research and development, net of government assistance 
of $1,300 (1999 - $1,550) 9,605 8,507 
412,746 414,925 
Operating Profit 63,534 62,598 
Amortization of other assets 247 245 
Interest on long-term debt 6,638 7,226 
Other interest 1,393 823 
Other non-operating expenses (income) 18 (648) 
Reorganization expenses (note 14) - 5,030 
8,296 12,676 
Earnings Before Income Taxes, Non-Controlling Interest 
and Amortization of Goodwill 55,238 49,922 
Income taxes (note 15) 
Current 17,907 205259) 
Deferred 1,502 1,427 
19,409 21,686 
Earnings Before Non-Controlling Interest and 
Amortization of Goodwill 35,829 28,236 
Non-controlling interest 53 38 
Earnings Before Amortization of Goodwill 35,776 28,198 
Amortization of goodwill, net of income taxes of $396 (1999 - $311) 3,591 220 
Net Earnings $ 32,185 $ 25,400 
Earnings per share: 
Earnings before Amortization of Goodwill $ 1.70 $ 1536 
Net Earnings $ 1.53 $ fez2 


See accompanying notes 


Consolidated Statement ww 
For the Year Ended June 30 2 10 ou ae 
(Thousands of Canadian Dollars) _ ae — = unican 


2000 1999 
Funds Provided (Used in) - 
Operating Activities 
Net earnings $ 32,185 $ 25,400 
Amortization 28,056 DS pf2 39) 
Gain on disposals of property, plant and equipment (52) (363) 
Deferred income taxes 1,502 1,427 
Deferred pension gain (489) (826) 
Non-controlling interest 53 38 
61,255 50/915 
Changes in non-cash operating elements 
of working capital (8,759) (12,304) 
52,496 38,611 
Financing Activities 
Repayment of long-term debt (27,562) (16,544) 
Increase in long-term debt 294 18,843 
Increase in long-term service leave 202 734 
Issuance of Class B shares 158 941 
Increase in other non-current liabilities 6 i, 17o 
Dividends (2,782) (2,265) 
(29,684) Dyfi) 
Investing Activities 
Additions to property, plant and equipment (24,547) (22,059) 
Disposals of property, plant and equipment 412 3,160 
Business acquisitions, net of bank indebtedness 
assumed and cash acquired (36,041) (47,398) 
Acquisition of additional interest in subsidiary company (593) (803) 
Increase in other assets (2,362) (3,119) 
Other (31) 23 
Currency translation adjustment (7,800) DURA 
(70,962) (67,459) 
Foreign exchange gain (loss) on cash held in 
foreign currency (972) 136 
Decrease in Cash and Cash Equivalents (49,122) (25,833) 
Cash and Cash Equivalents 
Beginning of Year 2,960 28,793 
End of Year $ (46,162) $ 2,960 


Cash and cash equivalents are represented by cash and bank indebtedness. 


See accompanying notes 


1. Nature of Business 


The Company is a leading global supplier of electronic access control products for the hospitality and 
commercial sectors, as well as mechanical and electronic security products for the safe and vault industry. 
The Company is a world leading supplier of key blanks, key duplicating equipment and mechanical 
pushbutton locks. 


2. Summary of Significant Accounting Policies 


Basis of Consolidation 

The consolidated financial statements, which are prepared in accordance with generally accepted 
accounting principles in Canada, include the accounts of the Company and its subsidiaries. 
On consolidation, all intercompany transactions and balances have been eliminated. 


Valuation of Inventories 
Inventories are stated at the lower of cost (first-in, first-out method) and net realizable value. 


Amortization 
The annual amortization rates adopted by the Company on the straight-line method are: 


BUIIGINGS Ho ais wine 6 eee wetter ao © tee Mite tes Ws ee nee 22% - 5% 
Machinery and €quipmient tis Gate crusts cena etter nee 5% - 33% 
PAternts (et chentciey sari einai: Sac ase ae sores Skee Re ot nce Ao eae ee ee 5% - 20% 
Deferred financing costs .............. over the terms of the related debt 

Investments 

Investments are carried at cost. 

Goodwill 


Goodwill represents the excess of the cost of investments over the fair value of assets acquired and is 
being amortized over seven to forty years. The Company evaluates the carrying value of goodwill for 
possible impairment in value on a regular basis. Goodwill will be written down to its estimated net 
recoverable amount should there be a permanent decline in its value. 


Deferred Income Taxes 
Income taxes are provided for all items included in the statement of earnings regardless of the period 


when such items are reported for income tax purposes. No adjustment is made to deferred income tax 
accounts for changes in income tax rates. 


Foreign Currency Translation 

Foreign operations are all considered self sustaining and have been translated into Canadian dollars as 
follows: 

Assets and liabilities - at the rate of exchange in effect at the balance sheet date; 


Revenue and expenses (including amortization) - at average rates of exchange prevailing during the year. 


Exchange gains and losses arising from translation of the foreign currency financial statements are 
deferred and included as a separate component of shareholders’ equity. 
Earnings per Share 


Earnings per Class A and Class B share are calculated based on the weighted average number of shares 
outstanding during the year. 


Fully diluted earnings per Class A and Class B share, calculated giving effect to the exercise of options 


under the share option plan, as if such events had occurred at the beginning of the year, have not been 
presented as the dilutive impact is not material. 


Notes to Consolida 
June 30, 2000 aie — ee 
(Thousands of Canadian Dollar | 
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2. Summary of Significant Accounting Policies (Cont'd) 

Pensions 

Pension benefit obligations are determined by independent actuaries using management's best estimate 
assumptions and the accrued benefit method. Current service costs are charged to operations as they 
accrue. Adjustments arising from plan amendments, changes in assumptions, experience gains and losses 
and the difference between the actuarial present value of accrued pension benefit obligations and the 
value of pension fund assets are deferred and amortized on a straight-line basis over the expected average 
remaining service lives of the employee groups. 


Use of Estimates 

The preparation of financial statements in conformity with Canadian generally accepted accounting 
principles requires management to make estimates and assumptions that affect the reported amounts of 
assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial 
statements and the reported amounts of revenues and expenses during the period. By their nature, these 
estimates are subject to measurement uncertainty and the effect on the financial statements of changes 
in such estimates in future periods could be significant. 


3. Acquisitions 


Effective March 29, 2000, the Company acquired 100% of the outstanding share capital of Mas-Hamilton 
Group, Inc. (MHG), a manufacturer of self powered high security safe and vault locks. The purchase price 
of $35,351 (US $24.4 million) was settled for cash consideration of $33,130 (US $22.9 million) and a 
balance of purchase of $2,221 (US $1.5 million), payable in March 2001 which has been included in 
accounts payable and accrued liabilities. 


Effective December 2, 1999, the Company acquired 100% of the outstanding share capital of Lodging 
Technology Corporation (LTC), a manufacturer of infrared, sensor based hotel energy conservation and 
occupancy based systems. The purchase price was settled for cash consideration of $1,781 (US $1.2 
million) and the issue of 5,460 Class B subordinate voting shares with an attributed value of $148 
(US $100,000). 


There were various smaller acquisitions completed for which the purchase price was settled for cash 
consideration of $1,001. 


The net assets acquired, at fair value, can be summarized as follows: 


2000 MHG LTC Others Total 
Total assets $ 25,758 $ 350 $ 265 $ 26,373 
Total liabilities (23,854) (248) (254) (24,356) 
Goodwill 33,447 1,827 990 36,264 
Consideration Paid $ 35,351 $ 1,929 $ 1,001 $ 38,281 


Effective December 18, 1998, the Company acquired 100% of the shares of the Mauer Group in Germany 
(Mauer), a manufacturer of safety deposit box locks, boltworks and specialty combination and coin operated 
locker locks. The purchase price was settled for cash consideration of $12,308 (DM 13.4 million) and the issue 
of 172,728 Class B subordinate voting shares with an attributed value of $6,111 (DM 6.7 million). 


Effective December 17, 1998, the Company acquired the manufacturing assets of Productos Metalicos Alba 
S.A. de C.V. (Alba), the largest manufacturer of key blanks in Mexico. The purchase price was settled for cash 
consideration of $17,828 (US $11.4 million). 


3. Acquisitions (Cont'd) 


Effective December 4, 1998, the Company acquired 80% of the business of Elzett Safety Technology Co. 
(Elzett), a manufacturer of locks, cylinders, keys, and padlocks in Budapest, Hungary. The purchase price 
was settled for cash consideration of $4,398 (HUF 621.8 million). 


Effective July 1, 1998, the Company acquired 100% of the outstanding share capital of International 
Security Products, Inc. (ISP), a manufacturer of brass replacement cylinders and specialized locks for cash 
consideration of $15,472 (US $10.6 million). 


There were various smaller acquisitions completed for which the purchase price was settled for cash 
consideration of $893. 


The net assets acquired, at fair value, can be summarized as follows: 


1999 Mauer Alba Elzett ISP Others Total 
Total Assets $ 27,888 10,223 SS L2US 3 WOO37 $ 2,976 $ 59,299 
Total Liabilities (10,878) (1,006) (Za 110) (2,653) (3,403) (20,450) 
Non-controlling interest - - (616) - - (616) 
Goodwill 1,409 8,611 249 7,188 e320 18,777 
Consideration Paid $ 18,419 SuI7, O28 eet DO OMEN; 4 72 $50 693 ee Sa 7010 


All acquisitions have been accounted for using the purchase method and the results of operations of 
these acquisitions have been included with those of the Company from their effective date of acquisition. 
The consideration paid has been allocated to the assets acquired based on their fair values and the excess 
of the purchase price over the value of the assets acquired has been recorded as goodwill. 


4. Inventories 


2000 11999 
Raw materials $ 66,440 $ 51,564 
Work in process 24,942 22,549 
Finished goods 49,912 AMS SD) 


$ 141,294 $ 119,868 


Notes to Consolidated Fi ss 
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5. Property, Plant and Equipment 


Property, plant and equipment, particulars of which are as follows, are carried at cost: 


Accumulated Net Carrying 

2000 Cost Amortization Amount 
Land and buildings $ 92,416 $ 10,124 $ 82,292 
Machinery and equipment 221,182 133,880 87,302 
$ 313,598 $ 144,004 $ 169,594 

Accumulated Net Carrying 

L299 Cost Amortization Amount 
Land and buildings $ Oia $ 7,204 $ 84,323 
Machinery and equipment 216,494 130,940 85,554 
$ 308,021 $ 138,144 Soo? 877, 


Included in the amounts listed above is property, plant and equipment under capital leases having an 
original cost of $13,797 (1999 - $15,521) and a net carrying amount of $12,150 (1999 - $14,189). 


6. Other Assets 


Accumulated Net Carrying 

2000 Cost Amortization Amount 
Patents $ 8,014 $ 2,508 $ 5,506 
Deferred pension (note 16) 3,283 . 3,283 
Deferred financing costs 579 150 429 
Deposits and other 4,495 - 4,495 
Investments 104 - 104 
$ 16,475 $ 2,658 $ 13,817 

Accumulated Net Carrying 

1999 Cost Amortization Amount 
Patents $ 6,098 $ 2105) $ 4,045 
Deferred pension (note 16) BUX) - 2,790 
Deferred financing costs 564 88 476 
Deposits and other 2,803 - 2,803 
Investments 74 = 74 
$ 127329, $ 2,141 $ 10,188 


June 30, 2000 
(Thousands of Canadian | 


se wenn 


7. Bank Indebtedness 


As at June 30, 2000, the Company had available demand lines of credit, with various banks, of 
approximately $115,587 and had drawn $53,939 against these lines of credit. Advances under the lines of 
credit bear interest at variable rates based on prime, LIBOR, and RIBOR. Under the terms and conditions of 
the credit agreements, which are subject to renegotiation on an annual basis, the Company is required to 
maintain certain covenants. All of the lines of credit are unsecured, except for lines of credit totalling $664 
for which the Company has pledged its accounts receivable, land and buildings with a cost of approximately 
$1,921 (1999 - $11,540) and a net carrying amount of approximately $1,799 (1999 - $8,780). 


8. Long-Term Debt 


2000 1999 
Long-term loan due in varying installments to 
December 31, 2010, bearing interest at 7.1% 
(US $30 million) (1999 - US $30 million) $ 44,418 $ 43,890 
Long-term loans due in varying installments to 
December 2007, bearing interest ranging from 
2.5% to 6.2%, LIBOR and RIBOR 
(Italian Lira 34.3 billion) (1999 - Italian Lira 41.8 billion) 24,844 33), Xe: 
Long-term loan due in varying installments to 
September 30, 2004, bearing interest at 6.2% 13,800 16,600 
Long-term loans due in varying installments to 
September 2008, bearing interest ranging from 5.17% 
to 5.9% (DM 13.8 million) (1999 - DM 15.9 million) 9,901 12,450 
Long-term loans due in varying installments to October 2009, 
bearing interest ranging from 5.5% to 7.4% as well 
as variable rates pegged to market (FF 25.2 million) 
(1999 - FF 31.2 million) 5,423 7,216 
Long-term loan due on demand, payable to 
the Company's Chairman and Chief Executive Officer 
and his spouse, bearing interest at prime less 0.25% 3,000 3,000 
Non-interest bearing loan due in varying installments 
to June 2017 (US $1.7 million) (1999 — US $1.8 million) 2,554 2,670 
Long-term loan due in installments to May 2012, 
bearing interest at 8.45% 2,073 DZ Aiea 
Non-interest bearing loan due in varying installments from 
December 2000 to April 2009 1,285 1,285 
Various fixed rate foreign currency notes (4.0% - 9.5%) 
due on varying dates to December 2006 478 856 
Balance of purchase price payable on acquisition of an additional 
interest in Orion, due March 2001, non-interest bearing 
(Italian Lira 0.3 billion) (1999 — Italian Lira 0.6 billion) 230 496 
Various loans repaid during the year - Se. 
108,006 126,963 
Current portion 18,291 16,879 
$ 89,715 $ 110,084 


SSS 


Notes to Consolidated Financ 
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8. Long-Term Debt (Cont'd) 


Scheduled principal repayments of long-term debt are as follows: 


Included in the repayments of long-term debt above are the following future minimum lease payments 


required under the capital leases: 


PO) DOs cet Serta: tht OF OO OD Oo deo QU 0 Gr oO Oooo oo no 


SOI) (Si Lelie ie), eljtal leiie uerieutelreviiey \el ehh eiisliei (ei ieitell eile ual Mal neliel iets (ellie fe] (6) leis) sie netcenen 16 


Siel les (eo Vaei sep vel felieliieMre ute cell lef ie} oN et sol tai ie) lou eiie/ jel a> leis: vet el (ens) oleh isles) ote 


9) fe hey Sesvie: ier se: ‘a, Kee) ie: ie) is} se) aiey (6, (ei ie) 50) 10] \6) \e (8) c@) 14) fo: eae) 10! 19) 18) oe) 50) 


2001 2,314 

2002 2,301 

2003 2,259 

2004 2,239 

2005 2,249 

2006 and thereafter 2,825 

14,187 

Amounts representing interest (at a weighted average rate of 5.3%) 3,784 
Obligation under capital leases 10,403 


As security for certain of its long-term debt totalling approximately $11,925, the Company has pledged 
certain of its assets with a net carrying amount of approximately $22,240. The terms of certain loan 
agreements require, amongst other things, the maintenance of minimum working capital, debt to equity 
and interest coverage ratios and restrictions on capital expenditures, investments and borrowings. 


During the year, the Company paid $194 (1999 - $96) in interest to the Company's Chairman and Chief 
Executive Officer and his spouse on the long-term loan. This transaction was measured at the exchange 


amount. 


9. Long-Term Service Leave 


Long-term service leave represents amounts required to be set aside under the laws of Italy and Australia 


for payment to employees upon termination. 


UnicAr 


10. Contingencies 


Legal proceedings 

Legal proceedings of approximately $990 (FF 4.6 million) have been instituted against a subsidiary by 11 
former employees for alleged wrongful dismissal. As at June 30, 2000, the Company had recorded a 
provision of $301 (FF 1.4 million) representing the court awarded amount relating to this claim. All 11 
employees filed an appeal against this judgement and the appeal will be heard in 2001. The outcome of 
this appeal is not determinable. It is the opinion of management that the appeal will not be successful 
and that this claim will not have a material impact on the financial position of the Company. 


Reserve for Expropriation 

In December 1999, the Government of Quebec (Canada) filed a “Reserve for Expropriation” on part of 
the facilities that contain the Company’s furniture hardware and die casting operations. This reserve 
prohibits any construction, improvement, or additions to the facilities for a maximum duration of four 
years. There is no guarantee that the facilities will be expropriated and the eventual financial impact 
relating to this action cannot be determined at this time. 


11. Capital Stock 


2000 1999 

Authorized without par value - 
Unlimited Class A voting shares 
Unlimited Class B subordinate voting shares 
Class A voting shares are entitled to ten votes per share 

and the Class B subordinate voting shares are entitled to 

one vote per share 
Class A voting shares are convertible, at the option of 

the holder, to an equivalent number of Class B subordinate 

voting shares 
Class B subordinate voting shares have certain rights 

whereby, under certain conditions, they are deemed to be 

converted to Class A voting shares 
Class B subordinate voting shares are entitled to 

dividends equal to 120% of the dividends paid on the 

Class A voting shares 
Issued - 

5,093,210 (1999 - 5,229,353) Class A voting shares $ 2,011 $ 2,065 
15,989,284 (1999 - 15,694,886) Class B subordinate voting shares 124,275 120,730 


$ 126,286 SMe 1225795 


Notes to Consolidated Fin 
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11. Capital Stock (Cont'd) 
The change in Class A and Class B shares outstanding during the year is summarized as follows: 
136,143 Class A voting shares were converted into 136,143 Class B subordinate voting shares. 


5,460 Class B shares were issued with a value of $148 as partial consideration for the acquisition 
of LTC, as described in note 3. 


44,864 Class B shares were issued with a value of $1,234 as additional consideration for the 
acquisition of SF2E that was entered into in 1997. 


76,271 Class B shares were issued with a value of $1,951 as additional consideration for the 
acquisition of the Silca Group that was entered into in 1997. 


31,660 Class B shares were issued with a value of $158 on exercise of stock options. 


The change in Class A and Class B shares outstanding in 1999 is summarized as follows: 
169,045 Class A voting shares were converted into 169,045 Class B subordinate voting shares. 


172,728 Class B shares were issued with a value of $6,111 as partial consideration for the 
acquisition of Mauer that was entered into in 1999. 


111,000 Class B shares were issued with a value of $941 on exercise of stock options. 


On December 11, 1997, the Company established a stock option plan pursuant to which certain 
employees, executives and directors of the Company may be granted options to purchase in aggregate 
up to a maximum of 1,500,000 Class B subordinate voting shares of the Company. No option may be 
exercised during the first year after the date of issue and thereafter, the employees, executives and 
directors may exercise 20% of their entitlement in each of the second, third and fourth years of the stock 
option plan with the balance exercisable at any time thereafter. The maximum term for these options is 
ten years. 


The change in options outstanding during the year is summarized as follows: 


Average 

Number exercise 

of options price 

Balance - beginning of year 756,660 $ 30.04 
Issued 277,000 26.17 
Exercised (31,660) 5.00 
Cancelled (167,000) 32.23 
Balance - end of year 835,000 $ 29.26 


-unICcANn 


12. Financial Instruments 


Credit Risk 
The Company, in the normal course of business, monitors the financial condition of its customers and 


reviews the credit history of each new customer. The Company does not have a significant exposure to 
any individual customer or counter party. The Company establishes an allowance for doubtful accounts 
that corresponds to the credit risk of its specific customers, historical trends and economic circumstances. 


The Company believes that the product diversity as well as the geographical diversity of its customer base 
serves to reduce the impact of abrupt fluctuations in local markets and thus reduces its credit risk. 


The Company does not believe that it is exposed to an unusual level of customer credit risk. 


The Company’s cash is subject to potential credit risk. The Company's cash management and investment 
policies restrict investments to low risk, highly liquid securities and the Company performs periodic 
evaluations of the relative credit standing of the financial institutions with which it conducts business. 


Interest Rate Management 

The Company has entered into interest rate swap agreements with a financial institution in order to fix 
the interest rate on $23,668 of long-term debt at 6.0% (1999 - $29,249 at 6.0%) for the seven year term 
of these debts, which expire in September 2004. The Company manages its interest rate risk in dealing 
only with financially sound counterparts and accordingly, does not anticipate loss for non-performance. 


Fair Value 
Cash, accounts receivable, bank indebtedness and accounts payable and accrued liabilities are all 
short-term in nature and as such their carrying values approximate fair value. 


The fair value of long-term debt approximates carrying value, based upon discounted future cash flows 
using current market rates for similar debt instruments. 


Hedging 

The Company has limited involvement with derivative financial instruments which are utilized to reduce 
the risks associated with changes in foreign currency exchange rates. The Company does not hold 
financial instruments for trading purposes. 


As at June 30, 2000, the Company had foreign exchange contracts to sell $22.5 million US currency for 
$32,800. Based on rates as at June 30, 2000, the cost to the Company to purchase the required US 
dollars to meet these commitments was approximately $33,313. 


As at June 30, 2000, the Company had foreign exchange contracts to sell 300,000 GBP for 957 million 
Italian Lira ($697.7). Based on rates as at June 30, 2000, the cost to the Company to purchase the 
required GBP to meet these commitments was approximately 993 million Italian Lira ($723.9). 


As at June 30, 2000, the Company had foreign exchange contracts to sell $700,000 US currency for 
1.438 billion Italian Lira ($1,048.3). Based on rates as at June 30, 2000, the cost to the Company to 
purchase the required US dollars to meet these commitments was approximately 1.454 billion Italian Lira 
($1,060). 


13. Currency Translation Adjustment 


Unrealized translation adjustments arise on the translation of foreign currency denominated assets and 
liabilities of self-sustaining foreign operations. An unrealized foreign exchange loss of $4,998 exists as of 
June 30, 2000 (1999 — exchange gain of $2,246). 


Notes to Consolidated Fi 
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14. Reorganization Expenses 


Following the acquisition of the Mauer Group in Germany on December 18, 1998, the Company 
proceeded with the rationalization of its other existing German safe lock subsidiary, Kromer, reducing its 
workforce by approximately 65 people. The costs associated with this rationalization, consisting primarily 
of retirement and severance costs, amounted to $5,030 (DM 5.5 million) and were expensed in 1999. 


15. Income Taxes 


The provision for income taxes differs from the amount computed by applying the statutory Canadian 
and Quebec income tax rates to earnings before income taxes. The reasons for these differences and their 
tax effects are as follows: 


2000 1999 
Statutory Canadian and Quebec tax rate 38.0% 38.0% 
Provision for income taxes at the statutory rates $ 20,990 $ 18,970 
Losses of certain subsidiaries that cannot be deducted 
against income of other subsidiaries and the parent company 1,437 2,079 
Non-deductible expenses 913 843 
Recognition of previously unrecognized income 
tax benefits (1,702) (994) 
Foreign tax rate differences and other (3,229) 788 
$ 19,409 $ 21,686 
35.1% 43.4% 


Taxes on income earned by subsidiaries in various countries have been accrued and are being paid in 
accordance with the laws of each country. As it is not anticipated that the Company will liquidate 
undistributed earnings of subsidiary companies, no provisions have been made for withholding and 
income taxes on such dividends which may be paid in the future by subsidiary companies. 


As at June 30, 2000, there were tax losses of certain subsidiaries of approximately $12,871 that may be 
applied against earnings of future years of those subsidiaries not later than 2010. In addition, there were 
tax losses of certain subsidiaries of approximately $7,507 that may be applied against earnings of future 
years of those subsidiaries with no expiry date. The possible income tax benefits of these losses have not 
been recognized in the accounts of the Company. 


16. Pensions 


As at June 30, 2000, the present value of the accrued pension benefits was $29,216 and the net assets 
available, at market value, to provide these benefits was $28,228. The difference between the amount 
included in earnings and contributions made, which amounts to $3,283 on a cumulative basis, has been 
reflected in the balance sheet as “deferred pension” and is included in other assets. There were no 
contributions made during the current year. 


17. Government Grant 


The Company is entitled to a government grant from the Province of Quebec (Canada) related to a job 
creation program, to a maximum of $4,000 until 2001. During the year, the Company received $833 
representing the first payment under the agreement, of which $633 was recognized as income. 
According to the terms of the program, in the event certain conditions of the plan are not met, the grant 
may be subject to partial or full reimbursement. 


18. Statement of Cash Flows Information 


The Company has adopted the new recommendations of Section 1540 of the Canadian Institute of 
Chartered Accountants Handbook with respect to the presentation of information regarding an 
enterprise’s cash flows. These new recommendations have been applied retroactively and accordingly, 
the 1999 figures presented for comparative purposes have been restated. 


Additional cash flow information is as follows: 


2000 1999 
Interest paid $ 8,722 $ 8,825 
Income taxes paid 21,570 DD jt Bit 


19. Segmented Information 


The Company has four reportable segments, based on its internal management structure: Canada, USA, 
Europe and International. Each segment is managed by an individual who reports directly to the 
Chairman of the Board and Chief Executive Officer. 


The Canada segment produces electronic access control and automated check-in products for the 
hospitality and commercial markets, as well as a broad line of contract die casting and electroplating 
products, used in the Company’s access control products, as well as in the commercial and furniture 
hardware markets. The Canada segment includes the hospitality access control businesses in Europe as 
these and the Canadian businesses are managed as one unit. The USA segment produces key blanks and 
key duplicating equipment for the original equipment manufacturer and replacement markets, produces 
and markets mechanical push-button locks, and markets electronic push-button locks, as well as safe 
locks for commercial and government use. The Europe segment produces key blanks and key duplicating 
equipment for the original equipment manufacturer and replacement markets, as well as safe and vault 
locks for the commercial and residential markets. In addition, the Europe segment distributes the access 
control products of the Canada and USA segments. Finally, the International segment produces key 
blanks and key duplicating equipment and distributes the access control, key blanks, key duplicating 
equipment and safe and vault locks from the three previous segments. 


The accounting policies of the segments are the same as those described in the summary of significant 
accounting policies in note 2. The Company evaluates performance based on operating profit before 
amortization of goodwill and deferred costs, foreign exchange gains and losses, nonrecurring gains and 
losses, interest and taxes. 
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19. Segmented Information (Cont'd) 


The results of the Company’s reportable segments are as follows: 


2000 
Inter- 
Canada USA Europe national All Others Total 
Trade sales $ 95,257 $ 218,696 $ 134,481 $ 27,846 $ - $ 476,280 
Total inter-segment sales 12,613 8,010 6,710 61 - 27,394 
Amortization of capital 
assets 5321 9,151 9,091 491 (232) 23,822 
Operating profit (loss) 2,338 47,669 15,853 568 (2,894) 63,534 
Other significant non-cash items: 
Deferred income taxes 384 5 (175) (174) 556 596 
Deferred pension gain (489) - - - - (489) 
Total assets 257,438 280,041 247,835 34,748 483,621 1,303,683 
Expenditures: Capital assets 
and goodwill 6,624 39,744 12,893 1,490 60 60,811 
1999 
Inter- 
Canada USA Europe __ national All Others Total 
Trade sales $ 104,860 $ 212,177 $ 140,698 $ 19,788 $ - $ 477,523 
Total inter-segment sales 9,679 9,602 4,460 - - 23,741 
Amortization of capital 
assets 4,878 8,724 7,688 301 294 21,885 
Operating profit (loss) 4,295 44,145 17,467 1,149 (4,458) 62,598 
Other significant non-cash items: 
Deferred income taxes 661 (312) (623) 825 220 HI 
Deferred pension gain (826) - - - - (826) 
Total assets 210,009 168,498 289,863 28,551 418,702 1,115,623 
Expenditures: Capital assets 
and goodwill 11,978 19,470 8,315 Ve 28 41,062 
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19. Segmented Information (Cont'd) 


2000 1999 
Assets 
Total assets for reportable segments $ 820,062 $7 696,921 
Other assets 483,621 418,702 
Elimination of inter-segment receivables (261,829) (236,670) 
Elimination of investment in subsidiary companies (488,406) (365,613) 
Other unallocated amounts (3,996) (5,214) 
Total Assets $ 549,452 $ 508,126 
Geographical Information 

2000 1999 
Sales by country of destination are as follows: 
Canada $ 30,224 $ 34,369 
USA 2597557, 249,845 
France 29,964 34,711 
Italy 31,176 34,457 
Other 1297559 124,141 

$ 476,280 $ 477,523 

2000 REX) 
Capital assets, patents and goodwill are as follows: 
Canada $ 29,650 $ Sepw ek) 
USA 93,566 57,860 
France 16,436 17,708 
Italy 91,974 101,425 
Other 50,647 37,209 

$ 282,273 $ 248,137 


20. Comparative Figures 


Certain reclassifications of 1999 amounts have been made to facilitate comparison with the current year. 
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